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Key Economic Indicators 
(in millions of dollars unless noted) 


1984 1985 1986p 


Domestic Economy 
Population (millions) 54,930 55,151 55,404 


Population growth (%) 0.4 0.4 0.4 
GDP in local currency 
(1980=100) 149.4 151.0 152.7 
percent change 1.2 1.1 1.5 


Production and Employment 
Industrial production 


(local currency base 
1980=100) - % change 
Govt. oper. surplus 
or deficit as % GDP: 
Central Government: (1) 
General Government: (1) 


Balance of payments 
Trade balance: 


FOB/FOB: 

CIF/FOB: -10,374 
Net direct investment (new) fess 
Foreign debt (year end) (2) 

Gross: 60,469 

Net: 27,059 

Debt-service 5,100 n.a. 
Debt service ratio as % 

of merchandise exports: $.3 . n.a. 
Foreign exchange reserves 

(end of period) 52,370 60,666 
Average exchange rate for 

year (X = U.S. $1.00) 8.74 6.93 


Foreign Investment 
U.S. cumulative (3) 6,224 


U.S.-France trade 
U.S. exports to France (CIF) 7,974 
U.S. imports from France (FOB) 7,546 
U.S. share of French 

exports (%) 
U.S. share of French 

imports (%) 


Sources, Definitions, and Footnotes: 
1. Central Government is French national government; General Government 


includes French national and local government, and Social Security. 

2. Foreign debt is defined as “authorized borrowings abroad of more than 
one year duration by residents". 

3. Foreign investment: French balance of payments provides data on direct 
investment flows, but with a lag of 21 months. The source of the 
cumulative figure for the United States is the U.S. Department of 
Commerce publication, "Survey of Current Business" (August 1986 issue). 





SUMMARY 


In March 1986, France elected a conservative government led by Prime 
Minister Jacques Chirac. The Chirac Government is committed to 
opening up the French economy through a program of privatization, 
major financial market reforms, tax reductions, budget control and 
labor market reforms. Some of these policies involved expanding on 
initiatives taken during the latter years of the previous Socialist 
regime (1981-1986). 


CURRENT ECONOMIC SITUATION AND TRENDS 


France has experienced four years of policy-induced slow growth 
aimed at reducing both inflation and a large current account 
deficit. By last year's legislative election, this approach had 
produced sharply lower inflation and a current account in slight 
surplus, but only at the expense of high unemployment and a decline 
in households’ purchasing power through most of the period. The 
Chirac Government has continued the process of fiscal and monetary 
discipline but has adopted a more market-oriented approach designed 
to improve the domestic investment climate. 


The Chirac government has dismantled many foreign exchange controls, 
removed most price controls and eased restrictions on laying off 
workers. In addition, it is continuing to deregulate and reform the 
French financial market and has begun privatizing 65 banks, 
insurance firms and industrial companies, a few of which had been 
nationalized in the immediate post-World War II period, most others 
by the previous Socialist government. 


Although the current thrust of French economic plicy should promote 
stronger growth over the medium to long term, various structural 
problems continue to trouble the French economy. As a result, trade 
competitiveness remains weak, and France's high unemployment problem 
is likely to worsen. 


Economic Growth: In 1985, real GDP grew sluggishly at an annual 
rate of slightly over one percent. However, lower oi! prices, 
stronger domestic demand and an improved investment climate 
increased economic growth to over two percent in 1986. 


Despite lively domestic demand at the end of 1985 and the beginning 
of 1986, industrial production stagnated through much of 1986 due to 
delayed recovery in foreign demand and the sharp increase in imports 
of manufactured goods. Although surveys have indicated business 
believes the economic outlook is reasonably favorable, inventories 
rose sharply during the last quarter of 1986 due to the drop in 
household consumption and sluggish investment, and are expected to 
weigh on economic growth during the first quarter of 1987. 

Household purchasing power and consumption increased strongly in the 
fourth quarter of 1985 and the first quarter of 1986, following two 
years of decline. 
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In the second half of 1986, however, household purchasing power grew 
more slowly, resulting in slower growth in household consumption. 
Household consumption is expected to remain weak in 1987, resulting 
in more modest economic growth this year. 


Investment: Industrial investment is gradually recovering from its 
10-year low reached during mid-1983. Higher business profits due to 
lower petroleum prices and modest nominal wage increases should help 
spur investment in 1987. This somewhat optimistic prospect is 
tempered by an inclination of business to defer investment until 
there is further evidence of increased demand and lower interest 
rates. At present, high real interest rates continue to make debt 
reduction and financial investments attractive alternatives to 
capital investment in plant and equipment. 


Government purchases of goods and services in national accounts 
terms have varied little as a percentage of total demand since the 
increase in 1981-82 to stimulate the economy. Efforts to reduce 
government expenditure restrained the government sector's 
contribution to GDP growth in 1986 and should continue to do so 

in 1987. 


Prices and Wages: Reducing inflation has been a central objective 
of French economic policy since 1983. To achieve this aim, the 
previous Socialist government adopted a price and incomes policy, 
i.e., it directly controlled prices of many goods and services and 
ended the system of indexing wage increases in the large and 
influential public sector to the rate of inflation. The policy was 
successful insofar as inflation declined from an annual rate of 

9.3 percent in 1983 to 6.7 percent in 1984 and 5.8 percent in 1985. 
The Chirac government has continued to make the fight against 
inflation a top priority. Inflation fell to 2.1 percent ona 
year-over-year basis in 1986. The government phased out most price 
controls by the end of 1986 as part of its effort to deregulate the 
economy and restore business profits and an improved entrepreneurial 
environment. However, it has maintained a strict wage policy in the 
public sector, holding wages constant in real terms. Price 
decontrol and anticipated slightly higher petroleum prices are 
expected to cause a modest increase in inflation in 1987. 


Employment: With 11.1 percent of the labor force out of work as of 
March 1987, unemployment remains one of France's most pressing 
economic problems. Since mid-1982, the number of people working in 
France has been dropping steadily at a rate of about 1 percent per 
year. This decline reflects two developments: first, a reduction 
of employment in manufacturing to lower levels compatible with 
technological improvements and foreign competition; and second, a 
slow expansion in services employment which has not picked up the 
slack in manufacturing employment. 
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At the same time, the number of new people entering the labor force 
each year continues to remain at record levels. Unemployment was 
kept level in 1985 by drawing about 200,000 youths out of the labor 
force into a public employment program where they are classified as 
"trainees." The Chirac government has continued these Socialist 
programs and has offered various fiscal incentives to businesses 
which hire young people. However, it has also relaxed restrictions 
on laying off unneeded workers. Official statistics show that 
non-agriculture employment grew very slightly in 1986, although this 
included once again government youth training and employment 
programs. Thus, after stabilizing in mid-1986, unemployment rose 
sharply in December and the first two months of 1987. Prospects are 
for a continuing rise in unemployment this year despite additional 
government job creation measures. 


Balance of Payments: The French trade and current account deficits 
have narrowed since France adopted its economic austerity policy in 
1983. This narrowing occurred mainly because growth in French 
demand lagged behind growth in demand among France's main trading 
partners. Therefore, French imports grew slowly while French 
exports, pulled along by stronger demand overseas, grew more 
quickly. By 1986, the trade deficit had narrowed (on a balance of 
payments basis) to about 15 billion French francs, down from about 
64 billion French francs in 1983, while the current account balance 
had turned from a deficit of about 34 billion French francs toa 
surplus of about 25 billion French francs over the same period. 

The main reason for the improvement was the sharp drop in oil 
prices, which enabled France to reduce its oi] import bill by half. 
France should continue to enjoy a current account surplus in 1987 
despite the upswing in energy prices. 


The improvement on the trade and current account balances in 1986 
masked a serious deterioration in French industrial exports. French 
industrial competitiveness has declined, resulting, especially since 
late 1984, in a loss of market share. A devaluation of the franc 
within the European Monetary System in April 1986 and a further EMS 
realignment in January 1987 should help somewhat in boosting French 
price competitiveness, especially vis-a-vis West Germany. However, 
for France to recoup its market share, more investment is needed to 
modernize technology, reorient production toward more promising 
markets and improve sales and service networks. 


Monetary Policy: France is pursuing a basically neutral monetary 
policy with a 1987 target of 3-5 percent growth in M-3 aggregate and 
a 4-6 percent growth in M-2. With the elimination of the credit 
control system as of January 1, the monetary authorities will 
henceforth be relying on their ability to influence interest rates 
through open market activity by the central bank. Authorities are 
expected to continue to develop the interbank market and to refine 
their monetary policy tools. 





TRADE POLICY 


A number of key sectors in France's economy are dependent on foreign 
sources for industrial products, technology and basic raw 

materials. As such, France is committed to the concept of free 
trade, and is a vigorous supporter of the GATT. However, in order 
to foster the development of certain industries such as electronics, 
aerospace, nuclear power generation and weaponry, France continues 
to subsidize these industries, notwithstanding challenges to certain 
subsidies by the EC Commission. However, to remain competitive, and 
in an effort to encourage the necessary restructuring in the 
transition from smokestack to light industries, France has reduced 
or removed many of the subsidies to such industries as shipbuilding 
and coal mining. The funds are "recycled" to retrain and relocate 
redundant workers. Realizing the value of a European-wide effort to 
keep up with worldwide competition, France has spear-headed European 
programs such as ESPRIT and EUREKA. 


The Chirac Government has placed high expectations on expanded 
exports to help the French balance of payments, and at the same time 
encourage French businesses to make new investments. The level of 
investment remains disappointingly low, but new measures to lower 
corporate income taxes and to liberalize labor shedding regulations 
are expected to help reverse this trend. 


INVESTMENT CLIMATE 


U.S. investment in France has been dropping over the last four years 
for which figures are available. In current dollars, the investment 
position went from a high of $9.1 billion at the end of 1981 to 

$7.8 billion in 1985. However, the United States remains by far 
France's most important foreign investor, followed by Switzerland, 
Germany, the United Kingdom, the Netherlands, Italy, and Sweden. 


American business executives, apprehensive about the investment 
climate in France during the early Socialist years, have discovered 
that the French government has continued to encourage new foreign 
investments in France in a double-barrelled effort to combat growing 
unemployment and attract high-technology industries. This 
liberalization, which began under the Socialists, has continued 
under the Chirac government. 


Foreign investment applications are reviewed carefully, but the 
procedure is administratively streamlined. For investments up to 
10 million francs, investment permission is automatic in 30 days if 
not challenged. Measures aimed at encouraging foreign investments, 
especially industrial, cover such items as tax incentives, capital 
incentives, special investment loans, other assisted loans, state 
capital-subordinated loans and local assistance, which includes the 
sale of land at low cost and leases with options to buy. This 
latter can cover from 50 to 100 percent of cost. Training subsidies 
are also available, and can cover up to 80 percent of the cost of 
training new workers and supervisory personnel. 
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The most attractive terms, including the lower interest rates, are 
granted for financing investment which create new jobs, maintain 
existing ones or improve working conditions; increase exports 
outside the EC; improve manufacturing efficiency (automated machines 
or manufacturing processes); develop new products or manufacturing 
processes, and/or conserve energy and economize raw materials. 


Foreign firms may also benefit from government incentives for R&D. 
While French companies receive most R&D grants, foreign firms can 
also qualify if their local subsidiary is judged not to be 
dependent, from the point of view of ownership or financing, upon 
the parent company. Grants can include financial assistance to 
establish R&D facilities outside the Paris area or to carry out 
research projects. The subsidy for such projects can be up to 50 
percent of the project cost. Another advantage is a tax write-off 
of up to 25 percent of taxes due compared with the previous year. 


Another point of interest is that companies, wishing to invest in 
the more highly developed areas such as the Paris region or Lyon, 
will today find very little opposition to such investments. This 
again is because of the government's desire to see new jobs created 
wherever they may be. The government still promotes priority zones, 
especially in those regions hardest hit by the decline in the 
smokestack industries, and investors coming to these regions can be 
assured of getting faster approval and more attractive incentives 
for their project. There is no discrimination under present 
government policies against U.S. firms coming into France or 
expanding in France. 


Among steps taken by the Chirac Government to make investment in 
France more attractive are: eased rules regarding labor shedding, 
lower corporate income taxes, continued special incentives for 
hiring the unemployed and underemployed, completion of a new 
bilateral Social Security accord with the U.S., and the opportunity 
to invest in the gradually denationalizing industries. 


For additional information and assistance, readers may contact the 
French Industrial Development Agency (DATAR), whose U.S. address 
is: 610 Fifth Avenue, New York, N.Y. 10020; telephone: 212-757-9340. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. exports to France have had spectacular growth in 1986, when the 
value of the dollar began to decline against the major foreign 
currencies, including the French franc. U.S. exports to France 
jumped over 18 percent from 1985 to 1986, to over $7.2 billion. 

This rate of growth was substantially higher than for any other West 
European country, and over double the growth in our exports to the 
EC as a whole. Though our balance of trade with France in 1986 
continued to be in deficit, it was a result of the still strong 
dollar in the beginning of the year. However, French exports to the 
United States, which had grown almost 23 percent from 1984 to 1985, 
only grew 6 percent from 1985 to 1986. With a lower dollar, we 
expect French exports to remain stable or fall, and the many 
opportunities for U.S. goods here should make 1987 a good year for 
the United States with France. 
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To gain and hold market share, U.S. firms must be innovative and pay 
careful attention to such items as credit terms, quality, delivery 
time, after-sales service, innovative solutions to consumers' 
problems, style and design, and French-language consumer literature 
(now mandatory), instruction manuals and correspondence. 


Many U.S. manufactured goods continue to be competitive in the 
French market because of their quality and technical sophistication, 
and because of the important role they play as components of French 
exports. French industrial equipment and installations which are 
exported frequently use U.S. components because of their technology 
or the technology used in their production, and also the quality, 
availability and world-wide after-sales service. Many of these 
goods are in the high technology and specialized equipment areas 
such as industrial controls, robotics, and electronic production and 
test equipment. 


BEST PROSPECTS 


Analytic and Scientific Instrumentation: The French market for 
analytical and scientific instruments is projected to grow at a real 


annual rate of 6.8 percent from 1986-89. The United States is 
France's leading supplier, accounting for 32 percent of the 

$1.2 billion market in 1986. U.S. firms inaintain a technological 
advantage in many areas which enables them to keep a large share of 
the market, especially since the French Government is receptive to 
imports which contribute to the modernization of research industries. 


Computers and Peripherals: The French computer market is the fourth 
largest in the world. The United States, as the leading supplier, 
accounts for 52 percent of imports into France. The French market 
for micro-computers, «ini-computers and peripherals is growing 
rapidly, while the market for medium to large mainframe computers is 
expected to lose share over the next few years. It is expected that 
the U.S. share of the micro-computer market will increase rapidly as 
American micro-computers in France gain wide acceptance. 


Computer Software and Services: The French market for computer 
software ana services is the second largest in the world, estimated 
at $2.5 billion in 1986. It is expected to grow at a real annual 
rate of 15.8 percent through 1989. The United States is France's 
leading supplier, accounting for 46 percent of the total domestic 
market. U.S. companies should find a market in France for packaged 
software for large, medium and mini- and micro-computers. 


Electronic Components: The market for electronic components in 
France is expected to grow from $3.2 billion in 1986 to $4.7 billion 
in 1989, representing a real annual growth rate of 9.2 percent. The 
French Government considers electronic components a strategic item, 
and while wishing to ensure French industry's independence from 
foreign sources, is nonetheless encouraging international 
technological cooperation. 
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Electronic Industry Production and Test Equipment: A high priority 
of France's industrial policy is the development of its electronics 
industries. Imports account for 90 percent of domestic consumption, 
of which over one-third (38 percent) is from U.S. manufacturers, who 
rank first among foreign suppliers. The largest category of U.S. 
exports to France is semi-conductor assembly machines, followed by 
wafer fabrication equipment and instruments for testing components. 
The market for EIPT equipment in France was valued at $1.2 billion 
in 1986 and is expected to grow at 13 percent annually through 1989. 


Electronic Security and Surveillance Equipment: The security 
equipment industry is one of the leading markets for U.S. exporters, 
as it is expected to expand at a real growth rate of 20 percent 
through 1989. In 1986, the total market was valued at 

$241 million of which electronic equipment accounted for close to 

70 percent. Imports reached $153 million; 17 percent of total 
imports came from the U.S. in 1986 against 10.4 percent in 1985. 

The present climate of insecurity has drastically increased for the 
last five yeafs, so that personal security, building security and 
surveillance will remain a major concern individuals, as well as for 
companies and government agencies. The top three countries 
exporting to France are Italy (23 percent of total imports), 
Switzerland (18.5 percent) and Benelux (14 percent). Joint ventures 
are considered as a good vehicle for market penetration. 


Franchising: France is the second largest franchising market in the 
world after the United States. Two-thirds of franchises are linked 
to the distribution of manufactured goods with service franchises, 
while manufacturing process franchises make up the balance. The 
franchise market is expected to grow at an annual rate of about 

5.4 percent over the next three years. This growth should be 
concentrated in the service sector, particularly in fast foods, 

car rentals and data processing. 


Robotics: The French Government<has been encouraging investment in 
this sector for the last decade. Consequently, French firms have 
heavily invested, but over 70 percent of the robots sold on the 
domestic market are made in France. Nevertheless, French industry 
still lacks electronic components and high-tech equipment. This 
very specialized sector should provide opportunities for the U.S. 
manufacturers who benefit from an excellent reputation. Direct 
investments, such as joint ventures, local manufacturing facilities, 
should be considered as important possibilities for U.S. firms. 


Telecommunications: The French telecommunications industry has 
emerged as the most advanced and sophisticated sector of the 
electronic industry. The market for telecommunications equipment is 
expected to rise from $4.9 billion in 1986 to $6.1 billion in 1989. 
However, through the expansion and diversification of the market in 
new directions, and because of the high technical regard for U.S. 
technology, U.S. producers should gradually gain greater access to 
the market, especially through joint ventures. 





Your Staff in Washington 


Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms, like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 


ge 


ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 ; 


L1Yes! 


Name 
Organization 
Address 

City 


DOC/BAI 
8/84 


I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 


O 


can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 


below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 


mY MER 


Here’s my check made out to the Super- 
intendent of Documents. 


L) Charge my VISA or MasterCard No. 


LITT TTT ttt ttt ttt) 


(Signature) 


(Expiration Date) 





THE U.S. GOVERNMENT’S BEST-SELLING 
BUSINESS REFERENCE BOOK 


ORDER THE COMPLETELY NEW 
1986 EDITION NOW 


Official Department of Commerce fore- 
casts for over 350 industries 


Year-ahead and 5-year forecasts and 
industry-by-industry review 


650 pages of outlooks and historical 
summary by over 100 skilled industry 
analysts 


Vast data base—tailored for business 
and investment planning 


MAIL THIS FORM TO: Superintendent of Documents, Washington, DC 20402 


Please send ________ copies of the 1986 U.S. INDUSTRIAL OUTLOOK (SN 003-008-00 197) 
at $21.00 per copy to: 


Name 


Company name 
Total enclosed: Street 
a City Zip Code 
Check payable to Superintendent of Documents 
Charge my GPO Deposit Account ___- 


Charge my VISA, MasterCard, or CHOICE 
Account # __._—EEEEsss—COFsSsSCSFSsS‘(Exxattioorn Déattle2: 


Signature 
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